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This paper

Motivation: The impact of central bank swap lines in March 2020.
Unique Data:

▶ Dealer-level drawings on dollar repos from the BOE.
▶ Dealer-level trades of FX forwards and FX swaps.

Findings:
▶ In aggregate, central bank swap lines in March 2020 led to lower ceilings on

CIP deviations and reductions in forward rate volatility.
▶ Dealers with access to the swap line reduced pricing inefficiencies:

⋆ They charged lower forward premia.
⋆ They had a larger decline in dispersion of quotes.
⋆ They reduced gross FX exposures and increased net supply of dollars to

non-financial institutions.
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Aggregate Results

CIP Ceiling: δ + iinterbank − ireserve

CIP Deviation
Forward Rate Volatility
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Cross-Dealer Results on CIP Deviations

Would like to see the pre result as a placebo. Why move the diff-in-diff tests to the Appendix?
Did you use the intraday market prices to calculate the transaction level CIP deviations?
Results stronger for GBP/USD. Makes sense as the treatment are dealers with access to BOE repos.
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Cross-Dealer Results on FX Exposures

Dswap line should be Dtreat.
Do you have time fixed effect? Otherwise, the
month dummies should be included.
For March (k=1), the net for the non-financials is
negative and significant. Demanding less dollars
from non-financials?
The reduced FX exposures against commercial
banks most significant in April, May, and then
August?
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My Comments and Observations

The impact of the swap line on the CIP deviation can be further explored, both in
aggregate and across dealers:

▶ Focus on March 2020 with higher frequency.
▶ Micro-level: the evidence and the channel can be further connected.

The cross-dealer variation (with/without access to the swap line):
▶ CIP deviation: weak results, stronger for GBP. Endogeneity is an issue.
▶ Reduced FX exposure against the commercial banks occur much later in April

and May.
▶ Reduced net demand for dollar against non-financials: how to interpret?

The reduction of the intra-day volatility in the 3M forward rates:
▶ An interesting and important question to ask. A direct result of the swap line?

The explosion of the cross-currency basis is just as interesting, if not more, as it
reflects the intermediary constraints amidst market turmoil.
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Equity Markets in 2020
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1/23: Wuhan lockdown.
2/04: Covid19 test approved by FDA.
2/12: CDC: Faulty virus tests.
2/24: Virus widely spread outside China.
2/25: Trump: USA under control.
2/26: Trump: Pence leads virus response.
2/27: CDC: test criteria revised.
3/03: Fed: rate cut by 50 bps.
3/10: President Xi visits Wuhan.
3/11: Trump: TV address.
3/12: Fed: injects $1.5T via term repo.
3/13: Trump: national emergency.
3/15: Fed: rate to zero and $700B QE.
3/17: Fed: CP funding & PD credit facility.
3/18: Fed: MMMF liquidity facility.
3/23: Fed: Infinite QE announced at 8 am.
3/25: Senate: $2T relief bill passed 96-0.
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The U.S. Treasury Market in 2020
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Source: “Comovements in Global Markets and the Role of U.S. Treasury” by Hu, Jin, and Pan (2023).
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The CIP Deviations in 2020
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The Impact of the Central Bank Swap Lines on the CIP Deviations
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With/Without Access to the Swap Line
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With/Without Access to the Swap Line
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In 2020, “Noise” in UST Leads “Noise” in Currency
During crises, the retreat of the arbitrage capital diminishes the force of arbitrage,
exposing the underlying dislocation (e.g., old/new bonds, currency forwards and swaps):

Noise in Currency: CIP Deviations (in red).
Noise in UST: Hu, Pan, and Wang (2013). (Bloomberg’s UST Liquidity in blue.)
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